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PuBLI ¢ SERvI cE CavwaNy o NEw HAVPSH RE

Petition for Approval of Extension, Modification and/or
Amendnment and Substitution of Series D and E Pollution Control
Revenue Bond Letters of Credit and Rei nbursenent Agreenents
and Rel ated Security Arrangenents

Order Approving Petition

ORDER NO 23,416

March 1, 2000

APPEARANCES: Cat herine E. Shiveley, Esq. for Public
Servi ce Conpany of New Hanpshire; Donald M Kreis, Esq. and
Mark A. Nayl or, Finance Director, for the Staff of the New
Hanpshire Public Uilities Conmm ssion.

On January 28, 2000, Public Service Conpany of New
Hanmpshire (PSNH) filed a petition with the New Hanpshire
Public Utilities Comm ssion (Commi ssion) seeking approval
under RSA 369 to extend and anmend or replace the $39, 500, 000
Series D and $69, 700,000 Series E Letters of Credit and Series
D and E Rei nbursenent Agreenents to (1) extend the maturity
date of the Series D and E Letters of Credit for 364 days, (2)
extend existing accounts receivable security, (3) anend the
exi sting fees and expenses to reflect current narket
conditions, (4) update certain business covenants and (5)
substitute agent and participating banks as necessary. PSNH
submtted with its petition the prefiled testinony of M.

Randy A. Shoop, the Conpany's Assistant Treasurer for Finance.
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I n connection with its petition, PSNH requested a
wai ver of the 14-day notice provision contained in the
Conmmi ssion's Rule 203.01. The Conpany al so requested
expedited treatnment of its filing to permt consideration of
the petition prior to the expiration of the Letters of Credit
on April 12, 2000.

The Conm ssion issued an Order of Notice on February
1, 2000 granting the requested waiver of the 14-day notice
requi renent, scheduling a prehearing conference for February
10, 2000, directing that any petitions to intervene be filed
by February 7, 2000 and establishing a procedural schedule to
apply for the remai nder of the proceeding unless nodified
foll owi ng the prehearing conference. The procedural schedul e
was consistent with the expedited treatnent requested by the
Conpany, providing for a nerits hearing on February 24, 2000
and a Conm ssion Order by March 1, 2000.

The Conmm ssion received no requests for
intervention. The prehearing conference occurred as schedul ed
on February 10.

At the prehearing conference, there were no
objections to the procedural schedule as established in the
Order of Notice. PSNH and the Staff stated their prelimnary

posi tions.
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The Conpany and Staff nmet for a technical session
foll owing the prehearing conference. Thereafter, the Conpany
responded to data requests propounded by Staff, and on
February 22, 2000 the Comm ssion received the prefiled
testinmony of its Finance Director, M. Mark A Naylor. The
Comm ssi on conducted a nerits hearing on February 24, 2000 at
whi ch M. Shoop and M. Naylor both testified. On February
29, 2000, PSNH filed a Summary of Indicative Ternms and
Conditions it had received from Barclays Bank PLC, the issuing

and agent bank.

| . POSI TI ONS OF THE PARTI ES AND STAFF

A. PSNH

PSNH, through its witness M. Shoop, asked the Conm ssion

to approve its requests as being in the public interest and the best
solution that could be negotiated. According to M. Shoop,
i mprovenents in the financial condition of PSNH and its parent
conpany, Northeast Utilities (NU), the general credit outl ook and the
general business outl ook have created a nore Conpany-favorable
climate for these transactions this year than in previous years. M.
Shoop indicated that PSNH t herefore expects that the Letter of Credit
conmm ssion and rel ated fees may be substantially |lower this year than
in the past. It was also M. Shoop's testinony that the pendency of

t he proposed PSNH restructuring Settlenment Agreenent in Docket No. DE
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99-099 has increased the confidence of the | ending comunity in PSNH

According to M. Shoop, PSNH currently has approxi mately
$190 million in cash on hand. He testified that paying the bonds at
i ssue here in full would require $110 nmillion of that sum and that
PSNH s access to short-term debt, or other debt, could be further
limted if the Settlement Agreenent does not go forward as proposed.
Thus, it was M. Shoop's testinony that paying off the bonds is not a
vi able option. He also noted that PSNH faces a $25 mllion preferred
stock sinking fund paynent on June 30, 2000.

M. Shoop noted that PSNH is still negotiating with its
| enders on the final ternms and pricing for the transactions. He
i ndi cated that the scheduled "conmm tnent date" at which the terns
beconme fixed is March 17, 3000, with the closing date schedul ed for
April 3, 2000. He noted that the banks could opt not to close on the
ternms agreed upon at the commtnent date in the event of a materi al
adverse change to PSNH s circunstances.

G ven that the final terns are still under negotiation,
PSNH asks the Conm ssion for approval to extend the Letters of credit
at maxi mnum fee levels, as we did | ast year. The requested maxi nuns
are the sanme as those approved in 1999: up-front fees of up to 3.00
percent of principal, a maxi rum annual Letter of Credit Conmm ssion of
up to 2.75 percent, a maxi mum annual fronting fee of up to 0.50

percent, a maxinmuminterest rate payable to the issuing banks for
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t ender advances of (1) for Base Rate Advances, an Alternate Base Rate
(i.e., the higher of the federal funds rate plus 0.50 percent or the
prime rate) plus 1.50 percent, and (2) for Eurodollar Rate Advances,
LI BOR plus 2.50 percent. PSNH also seeks approval for adm nistration
fees of $30,000 and drawi ng fees of $150.

In his oral testinmony, M. Shoop noted that the
participating |l enders have placed particular focus this year on the
additional 2 percent Letter of Credit fee that would apply in the
event of a PSNH default. He therefore deened it prudent to rem nd
t he Comm ssion of the existence of these provisions. As noted on the
Term Sheet provided by PSNH subsequent to the hearing, a PSNH default
woul d al so rai se the applicable interest rate payable for tender
advances by two percent.

On behal f of PSNH, M. Shoop asked the Conmm ssion to |ift
two key restrictions that were inposed nost recently when the
Comm ssi on approved sim | ar 364-day Letter of Credit extensions a
year ago in Order No. 23,162 (March 9, 1999). These restrictions
prohi bit PSNH from paying a dividend and frominvesting funds with
the NU Money Pool, which is where other NU affiliates are able to
pl ace cash in excess of their current needs for use by other
affiliates.

M. Shoop noted that the Letters of Credit presently

contain, and are expected to continue to contain, a covenant |limting
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PSNH to a total of $40 million in dividend paynents or so-called NUG
settl enment paynents. According to M. Shoop, it is no |longer
necessary for the Conm ssion to inpose the further Iimt of an
outright dividend prohibition because of certain positive
devel opnents, specifically: the return to service of the MII stone
nucl ear units in Connecticut, the approval of electric industry
restructuring by regulators in Connecticut and Massachusetts and NU s
proposed nerger with Consolidated Edi son, now pendi ng in Docket No.
DE 00-009. M. Shoop also noted that, with inmprovenents to the
financial health of NU s affiliates, a majority of the Letter of
Credit banks determ ned | ast year to permit PSNH to invest up to $50
mllion in the NU Money Pool. Thus, M. Shoop asks the Comm ssion to
lift the Money Pool restriction. 1In that regard, M. Shoop noted on
cross exam nation that the short-terminterest rate PSNH is able to
obtain for cash balances on its own is substantially simlar to that
which it could obtain through the Money Pool.

In his direct testinmny, M. Shoop noted that PSNH retains
the ability to convert the taxable bonds supported by the Letters of
Credit to tax-exenpt bonds "in the event that 'volune cap' becones
available in the future.” At hearing, M. Shoop expl ained that
"volume cap" is a limtation under Section 146 of the Internal
Revenue Code on the anpunt of tax-exenpt financing

that can be issued by a state, its agencies or authorities. M.
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Shoop indicated on cross exam nation that he believes there nay be
approximately $50 mllion of "volune cap" currently available in New
Hanpshire.

B. Staff

Staff, through its witness Mark A. Nayl or, Finance
Di rector, supported the Conpany’s petition for extension of the
Letters of Credit generally and the terns and conditions therein.
Staff also took the position that PSNH should not be further
restricted frompaying a dividend to NU, at |least up to the $40
mllion as allowed by the | enders.

According to M. Naylor, it would be inprovident at this
time to require PSNH to pay off the underlying bonds, which would
requi re approximately $110 mllion of the Conpany's roughly $190
mllion in available cash. M. Naylor cites significant uncertainty
as to future events: specifically, the possibility that either the
Comm ssion or the Legislature would reject the Settl ement Agreenment
pendi ng in Docket No. DE 99-099, which would require PSNH to face a
rate proceeding and reconciliation with the tenporary rates
established in 1997. However, M. Naylor also noted on cross-
exam nation that PSNH s |ikely recovery of the deferred bal ance in
its Fuel and Purchased Power Adjustnment Cl ause (FPPAC) account would
of fset some portion of any refund due customers as a result of rate

reconciliation.
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According to M. Naylor, lifting the restriction on PSNH
di vi dend paynents to its parent is appropriate as an aid to reducing
PSNH s cost of capital. M. Naylor reasons that the PSNH capital
structure is currently too heavily wei ghted toward hi gher-cost equity
capital, that new debt financing is not warranted at present and that
t he paynment of dividends is thus the only nethod avail able for
increasing the ratio of PSNH s debt to equity. He also notes that
PSNH has not paid a dividend in three years even though it has been
consistently profitable. In the alternative, M. Naylor suggests
t hat the Comm ssion could consider a dividend cap of $40 million, to
coincide with the banks' restriction.

M. Naylor did not agree with the Conpany that it shoul d
now be permtted to invest in the NU Money Pool. It was his
testimony that PSNH should not put any capital at risk in this manner
until either it has been restructured or until the rate proceeding
has concluded. He noted M. Shoop's concession that PSNH receives on
its own essentially the same short-termrate on cash investnents that
it could acquire via the Money Pool.

1. COW SSI ON ANALYSI S

PSNH has requested pernmi ssion to enter into agreenents for
the i ssuance of Letters of Credit of 364 days in duration to secure
payments on its long term variable rate Series D and E Pollution

Control Revenue Bonds. The Letters of Credit are, therefore, an
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i ntegral component of the long termnotes and we review the request
pursuant to the provisions of RSA 369: 1.

Pursuant to RSA 369:1, no utility engaged in business in
this State may enter into any agreenent evidencing indebtedness
unl ess the Comm ssion finds the terns and conditions of the
i ndebt edness "consistent with the public good.” The provisions of
RSA 369:1 further specify that the Comm ssion may attach "such
reasonabl e ternms and conditions [to its approval] as the comm ssion
may find to be necessary in the public interest.” RSA 369: 1.

Mor eover, in Appeal of Easton, 125 N.H 205 (1984), the New
Hanmpshi re Supreme Court held that the Comm ssion nust
"determ ne whet her, under all the circunstances the financing
is in the public good - a determ nation which includes

consi derati ons beyond the terns of the proposed borrow ng."
ld. at 213.

Based on our review of the record, and as we did a
year ago, we conclude that the Conpany’s proposal regarding
t he extension and/or replacenent of its current Letters of
Credit as described above is in the public interest. W
recogni ze PSNH s i mm nent need to renegotiate the Letters of
Credit as they will expire on April 4, 1999. W rely upon M.
Shoop’ s testinony that the terns of the Letters of Credit are

t he best resolution the Conpany was able to negotiate to neet
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PSNH s i mmedi ate financial needs. W note his testinony that

t he banks have drawn the Conpany's attention to the provision

raising the applicable interest rates by two percentage points

in the event of a default. As M. Shoop testified, this

provi sion was included in the ternms we approved | ast year.
Wth regard to the issue of PSNH dividends to its

parent, the Settlenment Agreenent pending before the Conmm ssion

in Docket No. DE 99-099 contains | anguage addressing such a

possibility.? In view of the pendency of the Settl enment

docket, we will maintain the current dividend restriction at
this tinme and will address the matter in our final order in
t hat case.

The | ast issue we take up is PSNH s request for
perm ssion to invest in the NU Money Pool. While we credit
M. Shoop's testinony that the financial health of PSNH s
affiliates in Connecticut and Massachusetts is inmproving, we
note that uncertainties remain. G ven that M. Shoop concedes

there is no significant interest-rate advantage to be gai ned

1

The | anguage appears on pages 68 and 69 of the
Settlement Agreenent, at |ines 1956-1959, and reads as
follows: "PSNH agrees that it will not make dividend
payments to its parent, NU, until the earliest date that
the wite-off associated with this Agreenent has been
taken; or the date this Agreenment is either term nated
pursuant to Section XVI or disapproved by the PUC. "
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by allowing PSNH to share its short-term cash resources with
its affiliates in this manner, we conclude that it is in the
public interest to deny PSNH s request to invest in the Mney
Pool .

Based upon the foregoing, it is hereby

ORDERED, that PSNH s petition for approval for
Ext ensi on, Modification and/or Amendnment and Substitution of
Series D and E Pollution Control Revenue Bond Letters of
Credit and Rei mbursenment Agreenents and Rel ated Security
Arrangenents is hereby APPROVED;, and it is

FURTHER ORDERED, that PSNH gain Comm ssi on approva
prior to making any dividend paynments or any investnent in the
NU Money Pool .

By order of the Public Utilities Comm ssion of New

Hampshire this first day of March, 2000.

Dougl as L. Patch Susan S. Geiger Nancy Brockway
Chai r man Conmi ssi oner Conmmi ssi oner

Attested by:

Thomas B. CGetz
Executive Director and Secretary



